
schools first 

federal credit union 

21 15 North Broadway Santa Ana, California 9 2 7 0 6-2 6 1 3 
P.O. Box 1 1 5 4 7 Santa Ana, California 9 2 7 1 1-1 5 4 7 

800.4 6 2.8 3 2 8 7 1 4.2 5 8.4000 www.SchoolsFirstfcu.org 
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Ms. Jenni fer J o h n s o n 
Secretary 
Board of Governors of the Federal Reserve S y s t e m 
20th Street and Const i tut ion A v e n u e , Northwest 
W a s h i n g t o n , DC 2 0 5 5 1 

Re: Docket No. 139 0 

Dear Ms. J o h n s o n , 

SchoolsFirst Federal Credit Union serves school employees in Southern Cal i fornia. W e have 
more than 440 ,000 M e m b e r s and over $8.0 bill ion in assets . SchoolsFirst FCU is p leased to have 
the opportuni ty to c o m m e n t on the Federal Reserve Board's proposal to a m e n d var ious 
provis ions of Regulat ion Z, wh ich implements the Truth in Lending Act . 

W e wou ld like to address several of the specif ic issues which the Federal Reserve Board has 
requested c o m m e n t on with relation to the proposed changes: 

Credit Insurance and Debt Cancel lat ion and Suspens ion Products 

W e do not agree wi th the suggested changes to the credit insurance d isc losures that g o so far as 
to state the product m a y not be necessary. It is obv ious that the intent of these d isc losures is to 
prohibit or limit the sale of these voluntary products of fered to our M e m b e r s w h o w ish to protect 
their fami l ies or estates , and w e do not bel ieve that is a proper regulatory role nor is it required by 
any legislat ion. 

O n e of the p roposed d isc losures advises that a c o n s u m e r is not guaranteed to receive any 
benefi ts even if they buy the insurance product . The s a m e disclosure could be m a d e for all 
insurance products sold in the United States. Y o u wou ld be hard-pressed to c o m e up wi th one 
type of insurance pol icy wh ich a c o n s u m e r purchases with the hope of ever col lect ing on it. 
People do not purchase homeowner 's insurance in the hope that their h o m e burns d o w n . No one 
buys automobi le insurance hop ing that they get into a car accident. Does s o m e o n e purchase 
term life insurance hoping to die before it matures so that their fami ly can en joy the proceeds? 
Clearly not. 

C o n s u m e r s w h o opt to purchase credit life, unemployment , and/or disabil i ty insurance are wel l 
aware that, like all other insurance pol ic ies, no benefi ts will be paid out unless the tr iggering event 



occurs . Obviously , none of those s a m e c o n s u m e r s would want to b e c o m e u n e m p l o y e d , disabled 
or die in order to reap the benefi ts of the policy. C o n s u m e r s purchase these products to provide 
t h e m and their fami l ies wi th peace of mind and the knowledge that the f inancial wel l -be ing of their 
families will not be thrown into complete turmoil should a triggering event occur. page 2. 

We believe that there is an effective alternative to the language proposed by the Board. A more 
appropr ia te d isc losure could read as fo l lows: 

"There are eligibil ity requi rements , condi t ions, and exclus ions that could prevent 
you f rom receiv ing benef i ts under this product . Y o u should careful ly read our addit ional 
informat ion and/or the contract for a full explanat ion." 

This language is required by the O C C under its debt protect ion rules. It is object ive a n d factual 
and tells the c o n s u m e r w h e r e to f ind addit ional in format ion, wi thout sound ing biased and alarmist . 

Credit unions in part icular are wel l k n o w n for sel l ing low-pr iced , wel l - featured credit insurance and 
debt cancel lat ion pol icies and the disclosures a l ready required insure that the product is voluntary 
and d isc losed proper ly . 

SchoolsFirst FCU has been offer ing a credit disabil i ty and credit life product for near ly 11 years . 
Dur ing this per iod of t ime w e have assisted 877 M e m b e r s w h o have b e c o m e disabled and unable 
to work to keep their accounts current . On average, the insurance has paid $3,625 on behalf of 
each of those 877 M e m b e r s . The total paid to date on our credit disabil i ty product is a 
remarkable $3,179,395. 

Over the s a m e per iod of t ime , w e have assisted the fami l ies of 159 M e m b e r s w h o have passed 
a w a y through our credit life insurance product . T h o s e famil ies received an average payout of 
$8 ,926 a n d a cumula t ive total of $1 ,419,162. 

Three years ago , w e int roduced an involuntary unemployment c o m p o n e n t to our credit insurance 
p rogram. T o date, w e have assisted 29 M e m b e r s w h o have lost their l ivel ihood with an average 
payout of $1,113 and a total amount paid of $ 3 1 , 5 2 1 . 

These f igures m a k e clear the fact that these types of p rograms represent a great value to those 
w h o choose to take advantage of t h e m . By requir ing disclosures so onerous a n d int imidat ing that 
c o n s u m e r s will reject these products outr ight , the Board wou ld be doing a great d isservice to the 
very c o n s u m e r s wh ich it is entrusted to protect. 

O n e of our M e m b e r s had credit life protect ion on three of his loans with our credit union, including 
a $62,000 ba lance on an auto loan. He also had approx imate ly $50,000 o n deposi t wi th us. 
W h e n the M e m b e r unexpectedly passed away, the insurance paid off all of the exist ing debt 
except for $12 ,000 on the auto loan (because it w a s over the m a x i m u m value of the pol icy) . The 
Member 's fami ly pa id off the ba lance of the auto loan with the deposit ba lance, thus result ing in 
all of the loans be ing paid off, clear title on the car, and a total of $38,000 left for the family. 

Another M e m b e r w h o had purchased credit disabil i ty insurance as wel l as credit life on her credit 
card account w a s d iagnosed with cancer and w a s off w o r k for a year prior to her passing. For the 
entire year, credit disabi l i ty took care of the m i n i m u m payments on her credit card , thus a l lowing 
her to use that m o n e y for other expenses . Upon her pass ing , the balance of the card ba lance 
w a s paid by the credit life component . 

Current ly, w e have a M e m b e r w h o b e c a m e unemployed several months a g o . S h e had 
purchased credit u n e m p l o y m e n t insurance on 4 of her loans with the credit un ion , including her 
auto loan. For f ive m o n t h s , she has been rel ieved of the burden of m a k i n g payments on these 4 



loans by the insurance policy. A s a result her payments are current and her credit rating is intact. 
S h e has her vehic le a n d has been able to focus on her j o b search. page 3. 

Throughout the years , there have been count less other stories of M e m b e r s w h o have used this 
coverage to assist their fami l ies as a result death, unemployment or personal injury wh ich has not 
a l lowed t h e m to cont inue to generate the household income to which they had g rown 
a c c u s t o m e d . W i t h o u t the coverage , they might have been faced wi th the loss of their auto and 
other personal possess ions . 

Another of the proposed d isc losures reads: "If you already have enough insurance or sav ings to 
pay off this loan if y o u die, you may not need this product." 

Purchase o f credit protect ion products provides va luable coverage even to c o n s u m e r s w h o 
already have their o w n insurance, because they wil l not have to deplete their other coverage in 
order to pay off their debts. For example , a borrower may have a $100 ,000 te rm life policy. 

However , purchas ing credi t insurance on her $30,000 auto loan provides $30 ,000 in addi t ional 
benef i ts, and ensures that the vehic le loan is paid off and that the lien on the vehic le is 
ext inguished. In s u c h a scenar io , the borrower 's beneficiary wil l net $100 ,000 in life insurance 
proceeds and a fully paid- for vehic le wi th no lien. Wi thout credit insurance, the borrower 's family 
w o u l d have to cont inue mak ing payments on the vehic le or risk repossess ion . Th is nets the 
borrower 's fami ly only $70,000 of life insurance, and does not e l iminate the burden of mak ing 
monthly payments on the loan. 

T h e s e proposed d isc losures are a clear warn ing to c o n s u m e r s that the purchase of these 
products m a y not be beneficial to t h e m . Such a s ta tement is inconsistent wi th the advice g iven 
by f inancial p lanning exper ts that most Amer ican famil ies, especial ly middle -c lass famil ies, need 
more , not less life insurance. 

If the proposed d isc losures are adopted , many c o n s u m e r s wil l forego the opportuni ty to purchase 
credit insurance, only to learn later than the alternative coverage referred to in the government -
mandated d isc losures is either unavai lable to t h e m or only avai lable at a h igher monthly cost. 

In addi t ion to benef i t ing borrowers w h o choose to take advantage of the products , credit 
insurance contr ibutes to the safety a n d s o u n d n e s s of the f inancial institution holding the loan as 
wel l . Having credi t protect ion on loans provides the creditor wi th addi t ional assurances that the 
loan wil l be repaid, thus decreas ing charge-of fs and loan losses. 

In the proposal , the Board indicates that it used a test g roup of only 18 c o n s u m e r s in formulat ing 
these d isc losures. The size of this test g roup str ikes us as exceedingly smal l and inappropriate 
for a set of d isc losures wi th such a signif icant impact on c o n s u m e r s for years to c o m e . 

In rev iewing the test g roups uti l ized by the Board in previous d isc losure-dr iven ru lemakings, the 
size of those g r o u p s have n u m b e r e d in the hundreds , if not thousands . Cons ider ing that the 
average error marg in in a group of 400 part icipants is typical ly +/- 5%, the margin of error in such 
a smal l test g roup calls into quest ion the validity and reliability of the test ing per formed. W e are 
conf ident that a m o r e representat ive sample for testing c o n s u m e r opin ions wou ld provide a more 
inclusive v iew on the validity and simplici ty of the d isc losures. 

W e bel ieve that, in propos ing these d isc losures, the Board is go ing beyond the purpose a n d 
language of the Truth - in -Lending Act (TILA). 

Fur thermore , credit insurance products are already regulated by state insurance depar tments , 
w h i c h are in a better posit ion to gauge the d isc losures that w o u l d be helpful to the c o n s u m e r s in 



their respect ive states. State regulators have required fair and ba lanced credit insurance 
d isc losures to c o n s u m e r s for decades . These d isc losures m a k e it very c lear that the purchase of 
these anci l lary products is not required to obtain the credit . page 4. 

W e also bel ieve that the Board's insert ion of its subject ive op in ion , m a s k e d as government -
mandated d isc losures , inappropriate ly interferes wi th legi t imate c o m m e r c e and harms 
c o n s u m e r s . If the p roposed d isc losures are adopted , they will undoubted ly lead to c o n s u m e r s 
decl in ing the product , not because they were aware of all the pros and cons of the product, but 
because the g o v e r n m e n t told t h e m that it w a s a bad product . T h e Board's o w n c o n s u m e r test ing 
proves this. In its s u m m a r y of its c o n s u m e r research, the Board f inds that, w h e n using the 
proposed d isc losures , every one of the 18 c o n s u m e r s tested decl ined to purchase the product . 

Such a result const i tutes inappropriate governmenta l interference wi th the bus iness of insurance 
through the proposal of credit insurance d isc losures that are unduly negat ive and are des igned to 
steer c o n s u m e r s a w a y f r o m the product . W e respectful ly submi t that the role of the Board is to 
provide object ive d isc losures regarding the cost of credit so c o n s u m e r s can m a k e an in formed 
choice w h e n obta in ing loans. It is not to provide substant ive advice regarding the purchase of 
credit insurance. 

Right of Resciss ion 

W e general ly suppor t the policy of permitt ing a M e m b e r to rescind a mor tgage or h o m e equity 
loan, part icularly if the M e m b e r d iscovers that the loan m a y not best serve her needs or create a 
f inancial burden . Accord ing ly , w e suppor t and appreciate the changes to the rescission not ice 
that clarify a consumer 's right to resc ind, including the detachable f o r m . 

In direct contrast , the extended right to rescind represents a minef ie ld of technical Regulat ion Z 
"violat ions," that on ly foster l i t igation. T h e Federal Reserve shou ld create a safe harbor for 
lenders, l ike credit un ions , that offer convent ional mor tgages and h o m e equi ty products . 
Extended protect ions consistent wi th the right to rescind m a y be appropr ia te in the case of 
lenders w h o e m p l o y abusive pract ices or provide products such as negat ive amort izat ion loans, 
but lenders w h o offer conservat ive and f inancial ly responsible products shou ld be exempted f rom 
this ex tended rescission right. 

W e strongly d isagree with the proposed change that the rescission not ice be sent out somet ime 
"before" the loan c los ing or prior to the addit ion of a secur i ty interest for exist ing loans. W e fail to 
see h o w trying to est imate exact ly w h e n the c losing will be, send ing out the not ice, and then 
a l lowing for addit ional t ime for it to get to the borrower will d o anyth ing but s low d o w n service to 
c o n s u m e r s . Not to ment ion , it will cause confus ion to f inancial insti tutions a n d c o n s u m e r s and 
result in dupl icate rescission not ices being sent out every t ime there is a c h a n g e in c losing date . 
C o n s u m e r s understand they can rescind the loan w h e n they sign the d o c u m e n t s - there is no 
need to s e n d it out be forehand . 

The proposal provides that the rescission not ice must include the ca lendar date that the three-day 
period will expire . A better opt ion w o u l d be to al low the signer to wr i te in the c losing date on the 
d o c u m e n t as o p p o s e d to having it pre-pr inted on the not ice. Alternat ively, the rescission not ice 
could conta in a pre-pr inted chart of dates on which the signer can circle or c ross out dates . 

T h e rescission not ices shou ld be sent back to the lender wi thin the three d a y s after s igning loan 
d o c u m e n t s . Only under a l lowed special c i rcumstances should a rescission not ice be sent to the 
lender after the three day not ice has expi red . 

W e agree with the proposal that if a lender receives a borrower 's not ice of rescission outs ide of a 
court proceeding a n d the initial three day per iod , the lender shou ld be g iven at 20 days to 



respond a n d , if the lender agrees , the borrower should be g iven 60 days to tender the property or 
money . 

W e also bel ieve the "material" a m o u n t should be changed to reflect s imply the 1/2 % of the credit 
limit requir ing n e w d isc losures; $100 is too low a limit. 

Loan Modif icat ions Requir ing N e w Disclosures 

Floor rates should still be a l lowed with H E L O C s as long as the f loor rate is d isc losed proper ly 
and the borrower unders tands the opt ions. Because this type of loan has a m u c h longer 
advance period than credit cards and more disclosure requi rements , it shou ld not be treated the 
s a m e related to f loor l imits. The net effect m a y be to actual ly increase the cost of credit to 
c o n s u m e r s , wh ich is what happened on credit cards w h e n that rule w a s enac ted . M a n y banks 
a t tempted to set their rates to protect against low rate env i ronments that cou ld w i p e out the 
marg ins necessary to cont inue their p rograms. Most credit unions were less impacted , but the 
end result of the Federal Reserve's previous ru lemaking w a s still negat ive for most c o n s u m e r s . It 
does not s e e m prudent to m a k e the s a m e mis take again . 

O n c losed-end A R M s , w e d o agree that publ ic ly avai lable indexes are acceptab le and a 
c o m m o n pract ice. W e do not agree that internal indices are a c o m m o n pract ice nor should they 
be permissible; there is a substant ia l risk of sel f -serving by s o m e f inancial insti tutions if permit ted 
to util ize internal indices. 

W e also agree wi th the requi rements for new T ILA d o c u m e n t s w h e n key t e r m s are being modif ied 
or an A R M is conver ted to a f ixed rate loan. However , the only fees that shou ld require a n e w 
disclosure are those reta ined by the lender. Addit ional ly , a payment or loan a m o u n t increase of at 
least 1 0 % should be the "de min imis" amount before the n e w disc losures are requi red. 

W e agree wi th the Board 's v i e w that new disc losures should not be required for borrowers in 
default unless n e w monies are advanced or the A P R is increased. However , even in the latter 
scenar io , w e bel ieve that it w o u l d be an undue burden on lenders to be required to go through the 
entire d isclosure process . Instead, a preferable opt ion w o u l d be to a l low lenders to provide such 
borrowers wi th a s t reaml ined d isc losure that highl ights the c h a n g e d te rms in order to assist 
borrowers in ana lyz ing whether a short sale or a deed- in- l ieu of forec losure might be a m o r e 
appropr ia te course of act ion in their case . 

It appears problemat ic f rom an operat ional perspect ive to require T I L A d isc losures to be provided 
by a person w h o is modi fy ing a loan given the fact that T ILA disc losures require that a unique 
identifier appear o n the d isc losures pursuant to the Secure and Fair Enforcement for Mortgage 
Licensing (SAFE) Act . T h e S A F E Act conta ins an except ion to registrat ion for a n y o n e solely in 
the bus iness of modi fy ing loans. Therefore , no unique identifier wou ld issue for these individuals. 
W e wou ld request that the Board consider this operat ional chal lenge in f inal iz ing its ru lemaking. 

Interest Rate Coverage Test for H O E P A Rules 

W e agree with the changes to the rule that include using an internal rate (as o p p o s e d to the A P R ) 
that wou ld be c o m p a r e d the Average Pr ime Offer Rate ( A P O R ) w h e n calculat ing whether or not 
a rate is a "higher-pr iced mor tgage loan" under Sect ion 35. However , w e cannot agree wi th the 
Board's suggest ion that use of such an internal rate w o u l d be opt ional for lenders . A l lowing s o m e 
lenders to c o m p a r e the A P O R using internal rates whi le other lenders cont inue to use the A P R 
w o u l d result in incongruous results in H O E P A report ing and prevent peer c o m p a r i s o n s f rom being 
m a d e . W h i c h e v e r cri ter ion the Board elects to use (internal rate vs . A P O R ) it must be uni form for 
all lenders . Any th ing less w o u l d undermine the intent behind this rule. 
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Borrower 's Right to a Refund of Fees and Other Related Issues 

W e appreciate the meri ts of refunding fees if the borrower cancels a loan request in a t imely 
manner . Unfortunate ly , the proposed t iming rules are very unclear and p lace a lender in a 
posit ion of re funding fees out of an abundance of caut ion . T h e proposed rule appears to ignore 
legi t imate a n d necessary costs such as appraisals a n d other process ing costs . 

W e do not bel ieve that the borrower should receive a refund of any fees not charged by the 
lender (such as an appraisal fee) if the fee has been paid and the borrower dec ides not to 
proceed wi th the loan . This will result in all mor tgage loan appl icat ions hav ing to wai t for three 
days before being processed , no matter h o w urgent the consumer 's need for a s p e e d y 
t ransact ion such as for medical bills or school tui t ion. The notices of the refund rights should 
be provided wi th the ear ly d isc losures in order to provide a consistent a p p r o a c h . 

However , w e d o agree with the proposed clarif ication that a lender m a y obta in a borrower 's credit 
card informat ion but not initiate a charge or a hold on the card prior to the initial T I L A disclosures 
being received by the borrower . This pract ice increases eff iciencies and provides a great deal of 
conven ience to the c o n s u m e r whi le result ing in no detr iment whatsoever ; the borrower is f ree to 
wa lk away f r o m the t ransact ion once she has rev iewed the initial d isc losures wi thout incurr ing a 
charge. 

The Board is propos ing that servicers must provided the n a m e , address , a n d te lephone number 
of the owner of a loan within 30 days of the borrower 's request . W e w o u l d request clarif ication 
with regard to this requirement as to how this requirement w o u l d be hand led in the event that the 
borrower 's loan has been packaged into mor tgage -backed securi t ies (MBS) . In this context , it 
w o u l d not be possib le for the "owner" of the loan to be readi ly identi f ied. It w o u l d appear that the 
n a m e , address , a n d te lephone number of the servicer should suff ice w h e r e the under ly ing loan is 
in an M B S . 

Conclus ion 

In conc lus ion , w e w o u l d like to point out a few things that have b e c o m e all too ev ident as w e 
w a d e through all o f the lending regulat ions wh ich the Board (a long wi th the other regulatory 
agencies) cont inues to issue. First of al l , regulat ions cont inue to be issued in a seemingly 
haphazard fash ion wi thout any apparent considerat ion being given to integrat ing the regulat ions 
with each other. 

Several rules wh ich were in a proposed stage prior to the passage of the Dodd-Frank Wal l Street 
Reform and Financial Protect ion Act are being f inal ized even though they are not compat ib le wi th 
the ru lemakings required by the Act . This wil l require the Board to revisit the exact s a m e 
regulat ion in just a f e w short m o n t h s in an at tempt to reconci le wha t has a l ready been 
implemented wi th w h a t is actual ly required by the legislat ion. 

W e raise the a b o v e point because it is s o m e t i m e s helpful to take a step back and analyze the 
ramif icat ions on the c o n s u m e r of what is being done in W a s h i n g t o n . The reality w e hear f rom our 
M e m b e r s every d a y is they are m o r e confused than before by the reams of d isc losures they 
receive each t ime a threshold is exceeded on their mor tgage loan or their loan amount changes 
by a f e w hundred dol lars . M a n y M e m b e r s feel that w e are resending d isc losures because w e 
m a d e a mistake. . W e repeatedly f ind ourse lves in the posit ion of expla in ing that there w a s no 
mistake; that regulat ions require us to provide t h e m with the vo luminous d isc losures . 
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Is this truly to the benef i t of the c o n s u m e r ? If the regulat ing bodies truly w a n t to take act ion to 
assist c o n s u m e r s in understanding the te rms of their mor tgage loans, a respite f rom the incessant 
pace of ru lemaking is clearly war ranted . During this t ime, a s ide-by-s ide c o m p a r i s o n of all of 
T ILA, R E S P A a n d H O E P A should be undertaken so that the agenc ies can integrate these 
regulat ions to greatest degree possible. Only once this occurs , wil l A m e r i c a n c o n s u m e r s truly get 
w h a t they deserve f r o m the agencies wh ich are entrusted to look out for their best interests. 

SchoolsFi rs t Federal Credit Union appreciates being given the opportuni ty to c o m m e n t on all of 
these potential modi f icat ions to Regulat ion Z. Please feel f ree to contact m e if I may be of further 
assistance. 

sincerely, 

signed. John Barton 
senior V ice President , Lending 
schoolsFi rs t Federal Credit Union 

cc: Credit Union National Associa t ion (CUNA) 
Cal i forn ia /Nevada Credit Union League (CCUL) 


